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Understanding recent performance 

2018 has been a difficult year for investors with most asset classes 
falling in price. 

The prices of all assets are volatile; the only asset to seemingly lack 
volatility is cash, as it is the unit of account. Calculating the value 
of an asset is difficult and if you asked 10 people to independently 
calculate an asset’s value you will get 10 very different answers. The 
market price of an asset is the point at which the number of buyers 
temporarily matches the number of sellers. But as people become 
more positive or negative, or change their valuation assumptions, 
the balance point between buyers and sellers moves sharply. The 
actual value of the underlying asset changes very little, especially 
over short periods of time. 

Price versus value

It is important to remember just how slowly asset values change 
both when asset prices are rising and falling. Consider luxury 
goods company Richemont. Richemont is a very stable business 
with brands that have been around for decades and substantial 
net cash on the balance sheet. Despite the business being one 
where the underlying value is particularly stable, the market price 
in Swiss francs started the year at CHF88.90 per share, then rose 
to CHF99.00 and subsequently fell 35% to CHF64.00 as investors 
adjusted their valuation assumptions. 

The Allan Gray Balanced Fund invests in many underlying assets 
both locally and internationally. The prices of all these assets are 
constantly changing but, given the diversified nature of the portfolio, 
these moves often offset one another. Unfortunately over the past 
12 months the majority of the underlying assets have fallen in 
price. The Fund currently has 48% invested in local equities and 
the average South African share, as measured by the FTSE/JSE 
All Share Index, is down 12.5% over the period. A further 28.5% of 
the Fund is invested in the Orbis Funds, which are down 10.4%. 
Offsetting, to some extent, the 77% invested in these two asset 
classes, is the 23% invested in local cash and bonds, which returned 
8%. As a result of the underlying asset class returns, the Balanced 
Fund returned a negative 6.2% for the year to 30 November.* 

Should we have been more heavily invested in cash?

Many investors are asking why the Balanced Fund was not more heavily 
invested in cash given the outperformance of cash relative to equities 
over the past one, three and five-year periods. It is true that cash has 
been a superior investment of late – and this is not the first time it has 
happened; cash has outperformed frequently in the past. However, 
equities have outperformed over more periods and, when measured over 
long periods of time, by a substantial margin. Over the past 20 years, 
which approximates the average investor’s time horizon, SA equities have 

returned 12.5% compared to 8.2% for cash. The level of under- or over-
valuation of equities at a point in time gives an indication of how equities 
will perform relative to cash over the subsequent three, four or five years. 
At current valuations, and taking account of our analysts’ valuations, we 
think that the equities we hold should outperform cash over the next four 
years and give investors solid real returns. 

Given this valuation discrepancy, we are selling the Fund’s cash 
holding to invest additional money into equities. Importantly, equities 
are a real asset compared to cash. Historically real assets have 
protected wealth far more effectively than cash during periods 
of fiscal distress. Investors must always consider the potential 
outcomes, rather than just a single point estimate. 

Orbis performance

No asset class or asset manager can consistently outperform. While 
there are periods where cash outperforms equity, over the long 
term it has underperformed. Similarly, while it is inevitable that our 
offshore partner Orbis will periodically underperform, over the long 
term the Orbis Global Equity Fund has outperformed both the equity 
market and its peers. 

Orbis has had a difficult year, with its Global Equity Fund 
underperforming the benchmark by 12.2% for the 12 months to 
November. This is not unusual for a contrarian manager, whose funds 
look very different to the benchmark, and therefore deliver different 
performance. The Orbis Global Equity Fund has underperformed by 
more than 10% on nine occasions over the past 28 years, including 
two periods when it underperformed by more than 18%. On each 
occasion the underperformance was recovered and the Fund went on 
to outperform. Orbis has applied the same philosophy successfully 
since 1990, across multiple generations of stockpickers, and we see 
no reason that this time would be different.

None of us like to see the price of our investments fall, but 
unfortunately this is a part of long-term wealth creation. Remember 
returns do not come in a straight line. The recent drawdown of the 
Allan Gray Balanced Fund is by no means the worst and there will be 
future periods when absolute returns are negative. During periods 
of negative returns, as an investor it is critical to remain focused on 
your long-term objectives; sit tight so that you don’t lock in losses. 
Similarly, as your fund manager, it is critical for us to stick to our 
investment philosophy, invest with conviction and remain focused 
on delivering results over the long term. 

Commentary contributed by Andrew Lapping, chief investment officer, Allan Gray 

*The weighted average of the three asset classes mentioned is -7.1%. The actual 
performance differs as the Fund also had positions in commodities and Africa 
ex-SA assets. The percentage of Fund invested in each asset class changed over 
the period – in particular in the early part of the year only 25% was invested in 
Orbis, and as equity prices fell we have increased the share exposure.
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Allan Gray Unit Trust Management (RF) Proprietary Limited (the ‘Management Company’) is registered as a management company under the Collective Investment 
Schemes Control Act 45 of 2002, in terms of which it operates unit trust portfolios under the Allan Gray Unit Trust Scheme, and is supervised by the Financial Sector 
Conduct Authority (‘FSCA’).  Allan Gray Proprietary Limited (the ‘Investment Manager’), an authorised financial services provider, is the appointed investment manager 
of the Management Company and is a member of the Association for Savings & Investment South Africa (ASISA). Collective Investment Schemes in Securities (unit 
trusts or funds) are generally medium- to long-term investments. Except for the Allan Gray Money Market Fund, where the Investment Manager aims to maintain a 
constant unit price, the value of units may go down as well as up. Past performance is not necessarily a guide to future performance. The Management Company 
does not provide any guarantee regarding the capital or the performance of its unit trusts. Funds may be closed to new investments at any time in order for them to be 
managed according to their mandates. Unit trusts are traded at ruling prices and can engage in borrowing and scrip lending. 

Performance figures are for lump sum investments with income distributions reinvested. Actual investor performance may differ as a result of the investment date, 
the date of reinvestment and dividend withholding tax. Movements in exchange rates may also be the cause of the value of underlying international investments going 
up or down. Different classes of units apply to the Equity, Balanced, Stable and Optimal funds only and are subject to different fees and charges. Unit trust prices are 
calculated on a net asset value basis, which is the total market value of all assets in the Fund including any income accruals and less any permissible deductions from 
the Fund, divided by the number of units in issue. Forward pricing is used and fund valuations take place at approximately 16:00 each business day. Purchase and 
redemption requests must be received by 14:00 each business day to receive that day’s price. Unit trust prices are available daily on www.allangray.co.za. Permissible 
deductions may include management fees, brokerage, Securities Transfer Tax (STT), auditor’s fees, bank charges and trustee fees. A schedule of fees, charges and 
maximum commissions is available on request from the Management Company. 

The Orbis Global Equity Fund invests in shares listed on stock markets around the world. Funds may be closed to new investments at any time in order for them to be 
managed according to their mandates. Unit trusts are traded at ruling prices and can engage in borrowing and scrip lending. A schedule of fees, charges and maximum 
commissions is available on request from the Management Company.

The FTSE/JSE All Share Index is calculated by FTSE International Limited (‘FTSE’) in conjunction with the JSE Limited (‘JSE’) in accordance with standard criteria. The 
FTSE/JSE All Share Index is the proprietary information of FTSE and the JSE. All copyright subsisting in the FTSE/JSE All Share Index values and constituent lists vests 
in FTSE and the JSE jointly. All their rights are reserved. FTSE is a trademark of the London Stock Exchange Group of Companies. The FTSE World Index is calculated 
by FTSE International Limited (‘FTSE’) in accordance with standard criteria and is the proprietary information of FTSE. All copyright subsisting in the FTSE World Index 
values and constituent lists vests in FTSE. All its rights are reserved. 

Copyright notice
© 2018 Allan Gray Proprietary Limited
All rights reserved. The content and information may not be reproduced or distributed without the prior written consent of Allan Gray Proprietary Limited (Allan Gray).

The information and content of this publication/presentation is provided by Allan Gray as general information about the company and its products and services. Allan 
Gray does not guarantee the suitability or potential value of any information or particular investment source. The information provided is not intended to nor does it 
constitute financial, tax, legal, investment, or other advice. Before making any decision or taking any action regarding your finances, you should consult a qualified 
financial adviser. Nothing contained in this publication/presentation constitutes a solicitation, recommendation, endorsement or offer by Allan Gray, but is merely an 
invitation to do business.

Allan Gray has taken and will continue to take care that all information provided, in so far as this is under its control, is true and correct. However, Allan Gray shall not be 
responsible for and therefore disclaims any liability for any loss, liability, damage (whether direct or consequential) or expense of any nature whatsoever, which may be 
suffered as a result of or which may be attributable, directly or indirectly, to the use of or reliance upon any information provided. 


